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A STUPENDOUS SCHEME IN STOCK- 
JOBBING. 


WE reviewed last month the reported proposal 
of the Republic Insurance company, to increase 
its subscribed capital by the sale of two and a 
half million dollars of new stock. We were 
compelled to denounce somewhat severely the 
peculiar financial reasons which were apparent 
as the real motives for the proposed increase of 
capital. We pointed out the stock-jobbing fea- 
tures of the operation, and warned the public 
against the secret designs of the financial spec- 
ulators who compose the inside ring, of the 
company’s management. 

The contents of a confidential circular, which 
has lately fallen into our hands, reveal, not 
merely the truth of all our assertions last 
month, but disclose a crisis in the existence of 
the Republic, which fully explains the desper- 
ate effort which is now making, on the pretence 
of a sale of stock at a fictitious premium, to 
give to the company an appearance of strength, 
while at the same time exerting an unnatural 
pressure on the market value of the original 
shares. This movement is not a new thing. 
The shrewd bargainers of hypothecated secu- 
rities in the money shops of every great finan- 
cial centre have played a similar game so long 
that, wherever the curiosities of stock-jobbing 
have been revealed, the present device will be 
readily understood and avoided. But its intro- 
duction into the business of insurance is a new 
event, and forms a natural sequence to the in- 
decent haste with which many otherwise pru- 
dent capitalists consented, at the outset, to 
stake their fortunes on the result of a new 
and unheard-of experiment in underwriting, 
which was avowedly one of the purposes for 
which the Republic was organized, and which, 
to-day, is at onee the source and the necessity of 
the severe financial strait to which the com- 
pany has at length been reduced. 

We may naturally infer that capitalists who 
were not so careful of their money as not to be 
carried away by the allurements of the three or 
four shrewd operators by whom, and for whose 
benefit the company was projected, will not be 
careful after twenty months’ unsuccessful ex- 
perience in the ridiculous anomaly of co-opera- 
tive underwriting, in selecting the methods by 
which they shall choose to release themselves 
from an unpleasant financial predicament. If 
they can only blow the bubble a little larger, 
and can sell what cost them but half a million 
dollars for seven hundred and fifty thousand 
dollars, the extra quarter of a million will com- 
pensate very handsomely for present solicitude 
and anxiety as to how they shall rid themselves 
of liability for the faithful performance of obli- 
gations, involving the discharge of future as- 





sessments to the extent of five times their origi- 
nal payments. When they consented to sub- 
scribe to the company’s original capital, these 
inexperienced underwriters thought they were 
getting for one million what would be worth, 
eventually, five millions. They were told that 
one million was all that would be needed to 
build up an immense business, and that the 
yearly profits of that business would be ade- 
quate to pay a regular annual ten per cent. 
cash dividend, and leave, besides, a large sur- 
plus accommodation, which would be credited, 
at intervals, to the holders of the stock, in lieu 
of cash payments thereon. The vast profit of a 
business economically conducted on an im- 
proved plan were portrayed to these stockhold- 
ers in brilliant promises. The cnormous ex- 
penses of the established companies were 
described in vigorous terms by the man who, 
of all others, thought himself the best man for 
the arduous and responsible duties of secretary, 
a gentlemen, be it remembered, whose qualifi- 
cations were compassed entirely by his individ- 
ual and distinguished success in spending, for 
one of these companies, some forty thousand 
dollars over and above the company’s receipts, 
in a territory to whose charge he had been 
committed by the indiscretion of a dishonest 
president. 

It has been necessary to dwell thus on the 
manner in which the Republic was organized, 
in order to explain satisfactorily the secret mo- 
tive which has impelled the company, in the 
midst of an unusual financial stringency, to 
resort to the sale of additional stock. The 
main fact is that the stockholders’ anticipations 
have not been realized. So far is it from any 
money having been earned to credit upon the 
unpaid portion of their stock subscriptions, that 
the company has not even had a net surplus 
out of which to pay the cash dividends which 
its projectors promised And with the neces- 
sity of paying, in July, another cash dividend, 
the managers suddenly find themselves con- 
fronted by an emergency which presents either 
the alternative of coming out at the end of the 
year with an impaired capital, or of compelling 
new stockholders to pay an unreal premium so 
as to supply to the company not merely the 
amount of money which the company must 
have in order t. do business in several of the 
largest states, but as well the amount which it 
will be necessary to use in paying the next 
dividend. To comprehend this dilemma, the 
public must understand that a company is not 
in a healthful condition unless it possesses suf- 
ficient realized funds over and above its paid 
up capital to pay off its matured obligations 
and discharge its outstanding liabilities by re- 
insuring its risks. If a company, having a 
cash capital of one million dollars, shall com- 


mence business on the first of January next 
by receiving on that day $500,000 in premi- 
ums on policies all having one year to run, 
and, if the company shall have no losses on 
those risks, and shall continue them all in force 
until July rst following, then it will require, at 
that date, just half of the year for which they 
were written having expired, exactly $250,000 to 
reinsure the original risks, or to pay back to 
the insured the Zro rata unearned amount of 
the original premiums amounting to $500,000. 
From this itis very easy to see that, after pay- 
ing losses and expenses, which, according to 
the recorded experience of all American com- 
panies, average fully ninety per cent. of 
premiums,—a company, to be sound, must al- 
ways have in hand, over and above its capital, 
enough money to restore to every one of its 
policy holders the full amount of unearned 
premium. If any thing is left after this pro- 
vision, it is called net surplus. If the unearned 
premiums can not be restored without appropri- 
ating some portion of the company’s capital, 
then there exists what is called a deficiency, or 
an impairment of capital. The intrinsic value of 
a company’s stock is determined exactly by the 
proportion of its net surplus. If ithas no net 
surplus, then is it certain that the value of its 
stock is below par. 

Applying these facts to the case of the Re- 
public, we find, as was proved conclusively in 
the February number of THe SpecTaTor, that 
the company’s affairs disclosed an impairment, 
at the beginning of the year, of at least $14,353. 
The company’s exhibit, indeed, disclosed a net 
surplus of $44,055.70 but this claim rested upon 
the assumption that its business was distributed 
equally throughout the whole of the previous 
year, and that fifty per cent. of the premiums 
on outstanding risks at the end of the year 
would constitute an adequate reinsurance fund ; 
| whereas, as admitted by itself, eight-tenths of the 
company’s business in 1868 was placed on the 
books after July 1, so that instead of fifty per 
cent. having been adequate for purposes of re- 
insurance, more nearly seventy-five per cent. 
would have been required to fully provide for 
that liability. If, then, the company had rested 
under any legal requirement to set aside a full 
and adequate reinsurance fund, computed with 
strict mathematical precision, it can not for a 
moment be doubted that the impairment of cap- 
ital on the first of 1869 was, in reality, one dol- 
lar less than $70,000. Of course, the company’s 
managers knew what was their real condition, 
and it was their duty, therefore, in the crisis of 
an impairment so serious as this, to suggest and 
enforce such a policy as would most certainly 
tend to the strengthening of the company. 
But, unfortunately, the constant source and 
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nual meeting was soon to be held. The dele- 
gates of the company’s one hundred and fifty 
stockholding branches would be present. The 
interested stockholders would be in attendance. 
Nothing was to be done, nothing could be done, 
but cover up the exigencies of the situation by 
showing a bold face to the front and carefully 
concealing from the inexperienced delegates 
from the company’s one hundred and fifty stock- 


holding branches all knowledge of such ab-| 


struse mystcries as _ reinsurance reserves. 
Moreover, it was necessary to pay the promised 


cash dividend, for even if the managers at the | 


central office had desired to protect the com- 
pany’s financial safety by withholding a divi- 
dend, as is customary always in cases of impair- 


ment, their resistance to the vast and inex-| 
perienced majority would have been overborne 
without the feeblest sign of a struggle. More-| 
over, the active officers of the company wanted 

™ | 


an increase of salary. Under these circum- 
stances, there can be no surprise that the com- 
pany’s stockholders, convened from all the 
numerous branches,—profoundly ignorant, 
nine-tenths of these men, of the difficult and 
retarded processes of building up a strong in- 
surance company on a solid basis,—went away 
from that annual meeting with a conviction 
that the conscientious projectors of the enter- 
prise had redeemed all their promises. 

The single point which we wish to draw from 
these facts, is that no dividend had been earned 
up to the time of the annual meeting. And no 
dividend having been earned, it was not only 
an error to declare a dividend at the annual 
meeting, but, what is of far more importance, 
it was a wretched and reckless resort to stock- 
jobbing, which dictated, in the interest of a few 
men composing the inside ring 1t the company’s 
home office, a resolution that the remaining un- 
subscribed stock, then amounting to one mil- 
lion dollars, should be sold at a premium of 
twenty-five per cent.! The object of exacting 
this premium is obvious. Having impaired 
their capital by an extra-expensive system of 
management, and having increased this im- 
pairment by declaring a dividend when, in point 
of fact, there was no money out of which a 
dividend could properly be paid, the managers 
settled upon the device of partially repairing 
the deficiency by levying an assessment of fifty 
thousand dollars upon the subscribers to the 
then remaining unsubscribed capital of one 
million dollars! Of course, this device in- 


volved the selling, under false pretences, for 





tious capital by this resort to stock jobbing, to | 


repair the deficiency occasioned by an unsv¢- 
cessful business and an untimely dividend, were 
too inviting to permit neglect of further indul- 
gence in the same direction. Accordingly we 
find, a month or two later, the Chicago directors 
of the company besieging the legislature for an 
amendment to the company’s charter, permit- 
| ting, at any time, an indefinite increase of capital. 
We may well wonder at the audacity of asking 
such an extraordinary grant of privileges; but 
our wonder is greater that any legislature could 
have been so blind to the possible consequences 
of such unusual legislation as to readily grant 
the desired amendment. But the amendment 
was made; and thus endowed with full and 
unlimited authority to enter upon a reckless 


early in’ April, maturing their plans for the 
sale of two and a half millions of additional 


system of stock-jobbing, we find the directors, | 


within five years.” Nearly two years have now 
elapsed, and if the foregoing promise had only 
been half realized the appreciated market value 
would be to-day thirty-two dollars per share. 
Yet a prominent money agent in the city ot 
Chicago has latcly found it difficult to sell 

quantity of the original issue of stock for twenty- 
five dollars per share! But that is not all. W. 
have shown that the company earned no moncy 
| last year, and that there existed on the first of 
January a positive and unmistakable impair- 
ment. The February dividend increased that 
impairment, and yet, in the face of such a 
failure we find the company’s managers put- 
ting forth a bold and wilful falsification of 
| the company’s real condition, and forcing the 
| convocation of stockholders to adopt a reso- 
‘lution that the rest of the capital should be 
sold at an advance of twenty-five per cent. 
over the payments of earlier subscribers! 


| 
| 


| 


|stock. It would not be difficult, in the case of | This, then, was the first step towards an appre- 


any company so recently organized, to find 
suitable and urgent objections to such an enor- 
| mous increase of capital; but the main things 
to be deprecated in the present effort to increase 
| the company’s subscribed capital are the facts, 
that the capital previously authorized had 
neither been wholly subscribed for or fully 
paid up, and that those who subscribe for the 
new capital are to be befooled into paying 
thirty doilars for what cost the original share- 
holder twenty dollars, and which, it can be 
proven, has to-day a net book value of less than 
eighteen dollars. 

The circular, which is reproduced on an- 
other page, reveals the details of this extra- 
ordinary scheme. Not intended for the pub- 
lic eye, circulated very carefully and confi- 
dentially among only the members of the 
company’s executive committee, and obtained 
by us through the merest accident, the docu- 
ment, as there given, is worthy of thoughtful 


every business community where applications 
for new subscriptions to stock are likely to be 
made. We should like to see the man whe can 
rise from a perusal of the company’s “ private 
circular” without a profound conviction that its 
authors, instead of retaining a place in public 
confidence, deserve, upon considerations of 
public safety, incarceration either in a lunatic 
asylum or a house of correction. 

The company’s circular, it will be seen, re- 
veals full details of the manner in which the 
proposed increase of capital is to be accom- 





twenty-five dollars, ofan article which was worth 
less than twenty dollars; but then, it was all | 
for the benefit of those who had bought the 
same article, in better condition, for twenty 
dollars. The device, we say, involved a false 
pretence. The getting of money by false pre- 
tences is a crime, when practiced by the man 
whose necessities, even though they contem- 
plate nothing better than the relief of a starv- 
ing family, compel this sort of resort to depre- 
dations on other men’s pockets. Unfortunately, 
it is not a crime when practiced for the benefit 
of men who have ascended to that proud emi- 
nence which is occupied only by those who en- 
joy a monopoly in speculating on fictitious rep- 
utations for integrity. 

The splendid opportunities for speculation 
which were disclosed to the operators in ficti- 





plished. It also sets forth certain reasons why 
the capital should be increased. Some of these 
reasons, disclosed as they have been in the con- 
fidence of a secret circular, which was intended 


| only for the members of the company’s execu- 
| tive committee, are not a very flattering exhibit 


of results from the company’s twenty months’ 
experience in co-operative underwriting. When 
the company was organized the public was led 
to believe that the ‘‘ perfect ideal of union by 
communities,” as contemplated by the peculiar 
plan of organization, would divert business 
from other channels, and that the accession of! 
business through the influence of many stock- | 
holding branches would enable the company to 
pay not merely semi-annual five per cent. divi- 
dends, but also by further dividends credited to 
the stock, *‘ to appreciate its market value to par | 


and candid consideration by every member of | 


ciation of the company’s stock, and the fact 
should be borne in mind that it was a forced 
appreciation, an unreal and fictitious apprecia- 
tion, closely akin to the sort of appreciation 
which is experienced in the fancy market price 
of some railroad stock, when the bull operators 
|of Wall street combine their forces and shove 
| the market ahead by the locking-up process. 
If the company’s experiment had been the dis- 
tinguished success which it was represented to 
have been, the company’s stock would have 
needed no pressure to force it ahead. That it 
did not appreciate in market estimation, and 
that the effort to sell the remaining unsub- 
scribed portion at the required premium pro- 
gressed so feebly that the whole of that re- 
maining portion has not yet been placed, 
are significant indications that the public is 
somewhat suspicious that the increased valua- 
tion is a fictitious valuation. The managers’ 
private circular enunciates very distinctly that 
‘if no new stock is put out, the market price 
of the present stock is likely to remain at 
twenty-five dollars till next January.” And yet 
the early stockholders were promised continual 
credits of dividends to stock until, within five 
years, the value thereof should be appreciated 
to one hundred dollars. 

But hear some of the reasons which are as- 
signed for swelling the capital to seven and 
a-half millions of dollars. 

First, it is declared that the managers ‘“ have 
undertaken to found the strongest of American 
insurance companies and establish an improved 
system ;” but in this it ‘‘ will surely fail” if the 
company now “surrenders to other companies 
the immense field which it has, as yet, not oc- 
cupied.” Surely this is a frank confession on 
the part of those who were so confident, two 
years ago, of their ability to earn such large 
profits as to be able, within the period which 
has now elapsed, to appreciate the stock by 
means of credit dividends, so that each share 








on which twenty dollars had been paid would 
be worth, at this time, fifty-two dollars! But 
since that promise has been so far realized that 
the company proposes to charge only thirty 
dollars for each new share, we are not surprised 
that the reason which is next offered for the 
increase lies in an assertion that it ‘‘would add 
to both the intrinsic and market value of the 
present stock, and thereby grectly benefit the 
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present stockholders!” Though not 
see how it is possible that the operation was 
projected for any other purpose than that of 
enabling the company to repair an existing 
deficiency of old capital, it is certainly gratify- 
ing to know that the old stockholders are going 
to have a benefit. 


we can 
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to attain.” In short, that ‘the stockholding | eighteen hundred small shareholders and from 


influence would be found superior to all others 
combined.” Yet the experience of the com- 
Its 
business has been confined almost exclusively 
to the patronage which has proceeded directly 


from the influence of stockholders. Efforts to 


pany is avowedly a failure in this respect. 


Then, again, we are told, that the placing of | obtain business in any other way and from any 


new stock ‘would increase the income much 
more rapidly and economically than it could be | 
otherwise increased, and upon a safer class of | 
risks.” All of which means, if it means any | 
thing, that unless the capital shall be increased | 
as proposed, the company will have to accept | 
the alternative of contenting itself either with- 
out any increase of income, or with an enlarge- | 
ment of the business upon a more dangerous | 
class of risks. 
force of this dilemma it will be necessary to | 
reflect that the company’s present volume of | 
business, already as large as it can be without | 
a resort more generally to still more unprofit- 
able underwriting on dangerous special hazards, 
cannot be safely increased without the estab- 
lishment of additional branches. And _ this 
brings us to a consideration of the eighth in the 
series of reasons which are offered, which at 
once confirms the conclusion which every intel- 
ligent reader will have already drawn, and 
reveals clearly the sort of desperate emergency 
which now presses the company: 

“*8. That it is safer and cheaper to purchase 
influence and business by means of new stock, 
than it could be through ordinary agencies 
without stock, as the past experience of the 
company proves, for, outside of our stockhold- 
ing branches, we have done very little fire busi- 
ness. We have made a great many attempts to 
secure business through ordinary agencies, but 
have failed tn almost every tnstance.”’ 

Remark this confession as to the failure of 
the co-operative plan. ‘*‘We have made a great 
many attempts to secure business through ordi- 
nary agencies, but have failed in almost every 
instance.” Again, it is declared: 

‘*The claim that the company can do as much 
business on present capital as can be done by 
increasing it, is so palpably erroneous that we 
are surprised that any person should urge it. 
Since October 15, 1867, the total fire premiums 
received from the branches and agencies 
amount to $340,000. Of that amount over 
$300.000 has come from stockholding branches, 
and is the result mainly of stock influences. 
Less than one-tenth of the income has come 
from ordinary agencies without stock, and, de- 
ducting the business of the New York agency, 
prior to location of stock there, the total pre- 
miums received from other agencies is less than 
$300,000. Jn fact, our efforts to secure business 
without stock have proved a failure.” 

In these two passages we discover the secret 
lesson which Can be plainly read from the ex- 
perience of this company in the co-operative 
plan of insurance. When the company was or- 
ganized. one of the principal representations 
which allured subscriptions to stock, was that 
business would flow to the company naturally, 
and that, as soon as established, the company, 
by means of the widely extended influence of 
its stockholders and directors in every state, 
would ‘‘ at once step into a position and busi- 


other source have been unsuccessful. And 
now, after twenty months’ experience, the orig- 
inal promises of the company’s projectors have 


been so far realized that we find them indulg- 


ing in no more exaggerated anticipations of suc- | 


cess, but appealing, through a false and illog- 
ical process of reasoning, for a thoughtful con- 


sideration of the real gravity of the situation | 


which we find disclosed, without reserve, as fol- 


lows: 
“Tt is a great mistake to suppose that 
through the force of capital alone, we can com- 


control the best agents. How, then, are we to 
draw the business from those old and strong 
companies, except by the creation of more 
branches. Our nominal capital of $5,000,000 
sounds much larger than it really is. We can 
only be rated at $1,000,000 of actual capital in 
comparison with other companies, and in that 
business it is relatively a much smaller company 
than many others. There are now twelve or 
fiiteen large companies doing business by 
agencies with cash assets ranging from $1,500,- 
000 to $5,000,000, and some English companies 
have from $8,000,000 to $17,000,000. If we add 
$2,500,000 to our nominal capital, we shall have 
only $1,500,000 cash capital, and shall then be 
less than one-half the size of the Home and 
/Etna.” 

There is something almost touching and piti- 
ful in these pathetic appeals. We might com- 
miserate the distress of the afflicted and disap- 
pointed managers, if we knew that, having 
proved the impossibility of their ‘‘improved plan 
of insurance,” they contemplated, in the pro- 
posed increase of capital, some reparation for 
the false promises which they held out at the 
outset, and some movement which should have 
for its principal purpose an object more com- 
mendable than the furnishing of an opportunity 
to the old stockholders to sell their stock at a 
fictitious premium. The predicament to which 
they have been reduced by extra expensive 
systems of getting business, no less than by 
careless methods of underwriting, may be care- 
fully concealed from the publi¢; but surely the 
principal stockholders know what sort of dis- 
tress exists in the company’s condition when 
it is necessary, in the present crisis, to send out 
an appeal for permission to inaugurate a stu- 
pendous stock-jobbing scheme, on the ground 
that it “‘ would add to both the intrinsic and 
market value of the present stock, thus greatly 
benefiting the present stockholders, and that 
it would increase the net surplus and thereby 
the actual strength and credit of the company.” 
Surely, we say, the principal stockholders know 
what sort of motive exists for these appeals, and 
the stress which is laid on the necessity for 


mand any considerable portion of business, ex- | of reasoning which are therein employed. 
cept after years of labor, and at aheavy expense.| we have already seen what is possible of 
The old companies combined have the field, and achievement in the direction of deceiving the 


those who are expected to become subscribers 
to the new stock,—lies the clandestine purpose 
and intent of forcing an opportunity to get rid 
of the stock which they hold, and evade liability 
to assessments for the unpaid portion of stock 
for which each of these ten or a dozen heavy 
shareholders have subscribed. Not content with 
shifting from their own shoulders a load which 
they fear to bear, they propose to cheat the 
public by selling an article for nearly seventy- 
five per cent. more than it is worth! For these 
reasons we hope that no person who is likely 
to be solicited to purchase the company’s 
watered stock will neglect to read the private 
circular as given elsewhere. It hardly needs 
that so much space should have been devoted to 
a criticism of a document whose manifest absur- 
dities are the strongest possible 
refutation of the false and illogical processes 
But 


themselves 


| public by means of the sham glitter of ficti- 


tious reputations for honesty. It is hard to 
believe that men whose business relations in 
other respects are sustained by a careful study 
and preservation of integrity in ordinary deal- 
ings with their fellow men should so greatly 
violate their moral conscience by direct partici- 
pation in an ingenious and exciting method of 
But that is 
precisely what is involved in the process of 
swelling the subscribed capital of the Republic 
Insurance company. 


getting money by false pretences. 


It necessitates a conceal- 
ment of the extent of impairment to which the 
company’s capital has been reduced. 
pels a misrepresentation of the company’s real 
It proposes the sale of an article by 
falsely persuading the public to pay more than 
the article is worth. It facilitates an enormous 
and wholesale speculation on the strength of 
assumed conditions which do not exist. It per- 
petrates a giant wrong by the enticement of 
unsuspecting and over-credulous men to pay a 
premium of two hundred and fifty thousand 
dollars for the privilege of holding shares of 
capital stock which will bind their real and per- 
sonal property to a liability for two and a half 
millions of dollars. 


It com- 


condition. 





AN EXTRAORDINARY PROPOSITION. 


Tue following private circular, recently is- 
sued by the president and secretary of the 
Republic Insurance company, to the company’s 
executive committee, reveals full particulars of 
the stupendous stock-jobbing scheme to which 
that company is about to resort. The inter- 
minable length of the document precludes its 
republication in full. We have reproduced the 
entire circular in THe Spectator for July 15; 
but, compelled to abridge it somewhat, in order 
to get it into the four pages of this Supplement, 
we have taken pains to present all the salient 
points. What is omitted is merely a repetition 
of points presented elsewhere in the circular: 

[ Private. ]} 
CuicaGo, Apri 21. 
To the Executive Commtttee : 

GENTLEMEN: The undersigned, having be- 
come deeply impressed with the importance of 
increasing the capital stock of the company, 
beg leave to submit the following proposition, 





increased business, and the benefits to be de- | 
rived from new stock, warns us that back of | 





ness which it had taken other companies years 


with their reasons for urging its adoption. 
In brief, the proposal is to put out $2,500,000 


all this,—concealed alike from the company’s | more stock, at no less than $30 per share, to be 





















































































4 


SPECTATOR. 


THE 








Fulyv, 186g 








oe 


carefully placed in small amounts at new points, | surance agents, who now control the bulk of 


upon condition that the same be first approved, 
in writing, by a majority of all the directors. 

With adequate force and energy $1,500,000 
could be placed by the 1st of October, if parties 
would take it as freely at $30 as they now do at 
$25. If they would not take it, no harm would 
be done or expense incurred. The probabili- 
ties are that the $2,500,000 could be placed at 
$30 before January next, and the income in- 
creased $200,000 to $250,000 beyond what it 
can be on present stock basis, and on the safest 
classes of risks. No stock certificates would be 
issued or commissions paid, until the stock had 
been paid for, and the money received at, this 
Office. 

With present capital of $5,000,000, the expec- 
tation is that on the 1st of January the company 
will stand as follows: 
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Making the stock worth, at that date, $30 per 
share. 

Of the sarplus of $500,090, $200,000 would be 
net surplus and $300,000 re-insurance reserve. 

This shows that the effect of the new stock 
would be to strengthen the company and in- 
crease the value of the old stock, instead of 
weakening it. It would also have the effect to 
advance the market price of the present stock 
to $30 immediately; whereas, if there is no 
new stock put out, the market price of the pres- 
ent stock is likely to remain at $25 until next 
January. 

The new stock would also bring in, at once, a 
corresponding amount of new business, which 
could not otherwise be obtained, though the 
full effect of it would not be felt until the follow- 
ing year. With present stock, the expectation 
is, that the premium income for 1869 will be 
$1,000,000. With aid of the new stock the 
income would probably reach $1,250,000, at the 


least. The gain might even be greater than | 


$250,000, judging from the past experience of 
the company. The increase of the capital and 
income from new branches would enable us to 
take Jarger risks, and thus increase the income 
from the old branches beyond what it would be 
if capital remained at five millions. 

Our reasons for urging the increase of capital 
are in part disclosed in the foregoing proposal 
and explanations. They are as follows: 

1. That it is the only mode of extending the 
business that is sure and safe, and in har- 
mony with the plan and principles upon which 
the company is founded; which is to create a 
stockholding influence at each agency, in order 
to foster and protect the interests of the com- 
pany. To refuse to form new branches, and 
go forward to extend the business by means of 
ordinary agencies, would be doing violence to 
the fundamental principles of the company, and 
would be much less profitable. We have un- 
dertaken to found the strongest of American 
insurance companies, and establish an improved 
system, but shall surely fail in our object if we 
now falter and abandon our principles, and sur- 
render to other companies the immense field 
which we have, as yet, not occupied. 

2. That it would add to both the intrinsic and 
market value of the present stock, and thereby 
greatly bencfit the present stockholders, as al- 
ready shown. 

3- That it would increase the income much 
more rapidly and economically than it could be 


otherwise increased, and upon a safer class of 


risks. 

4. That it would tend to reduce the percentage 
of losses and expenses by increasing the breadth 
of income. 

’ © . 

5. ‘that it would enable us to do a larger busi- 
ness at each of the present branches, because it 


would make it safe to take larger risks than we | 


can now do. The amount which may safely be 
insured in any one risk is dependent almost 
wholly upon the magnitude of the premium in- 
come. 

6. That it is the only means by which we can 
win over to our interests, and hold permanently 
the most influential and experienced of the in- 


'the business, and make it for their interest to 
abandon the old companies and turn the busi- 
ness over to us. 

». That it would increase the net surplus, and 
thereby the actual strength and credit of the 
company, more surely than it could possibly be 
done in any other way. 

8. That it is safer and cheaper to purchase in- 
fluence and business by means of new stock than 
it could be through ordinary agencies without 
stock, as the past experience of the company 
proves; for, outside of our stockholding 
branches, we have done very little fire business. 
We have made a great many attempts to secure 
business through ordinary agencies, but have 
Jatled in almost every instance. 


g. That in no other way can we overcome 
the settled habits and prejudices, and secure 
the confidence and patronage of the people in 
the older communities lying east of us, who 
jhave always been in the habit of insuring in 
eastern companies. 
| to. That it is highly important to secure at 
,the earliest practical moment, a superiority of 
cash capital, to enable us the more successfully 
to contend with the powerful antagonists which 
are now combined against us. All else being 
equal, the business will gravitate to the largest 
cash capital and assets. 

11. That the emergency is pressing and much 
may be lost by hesitation or delay. Months in 
the life of this company are like years to other 
companies. If we fail to comprehend the situa- 
tion and lose the opportunity now presented, 
we shali be guilty of a grave error, and be just- 
ly censured hereafter. 

You will please observe particularly that there 
ts no posstble question about gaining anct surplus 
of $250,009, from the sale of $2,500,000 of new 
stock at $30. On present capital, the net surplus 

| next January will not exceed $200,000, but with 
| new capital added, as proposed, it will be $425,- 


We are aware that there will be a difference 
| of opinion, and that some will not approve the 
increase of the capital beyond five millions, 
just as they did not approve the increase be- 
yond one million, or the advancing of the 
price of the stock from $20 to $25 per share, or, 
| the plan of investing in government bonds and 
| refusing to loan money, or the creation of the 
| present executive committee. Having, how- 
ever, examined the present question in all its 
bearings, we have become profoundly impressed 
with the conviction that the interests of the com- 
pany would be greatly promoted by increasing 
the capital, and that we should fail in duty to 
the company if we refrained from pressing the 
matter with all the earnestness in our power. 


| So far, we have not heard a single valid ob- 
jection urged in opposition to the increase of 
capital, and feel assured that the plan proposed 
is so perfectly guarded in every feature as to 
be unassailable from any point of view. We 
are convinced that those who have so far op- 
posed the increase, do not appreciate the fact 
that the entire success of the company has 
come from its stockholding branches, or do not 
understand the conditions and bearings of the 
plan proposed. 

The objections which have been urged are, 
that it will weaken the present stock; that it 
will be difficult to pay cash dividends of ten per 
cent. on our new stock; that the company will 
become unwieldy; that we can command as 
much business with present capital as we could 
by increasing it; and that, if the capital is in- 
creased, the stock will not reach par value as 
soon as it will on present basis. These objec- 
tions are very natural from those who have not 
studied the question, and would have some 
force if this were an ordinary insurance com- 
pany. But as this is not an ordinary insurance 
company, they are erroneous, and have no ap- 
plication to the case. 

It has already been demonstrated, as we 
think, to a mathematical certainty, that the 
putting out of new stock at $30 would actually 
increase the value of the present stock, and 





| 








that the money received on the new stock, in- 
vested in government bonds, would yield tc 
per cent. interest on the 20 per cent., or capital 
portion of it. Yet these points are the most 
difficult to render clear to the minds of some 
who fail to see that the new stockholders would 
only receive credit and certificates for 20 per 
cent. paid up on stock, just like the present 
holders, and would pay in $10 per share (or $9 
net) to the surplus fund; or, in other words, 
that they would pay in $20 per share as capital, 
and $9 per share as premium or net surplus, 
and that $29, invested at 7 per cent., would 
yield 10 per cent. dividend on $20. 

The claim that the company can do as much 
business on presgnt capital as can be done by 
increasing it, is so palpably erroneous that we 
are surprised that any person at all familiar 
with the facts of the case should urge it. Since 
October 15, 1867, the total fire premiums re- 
ceived from the branches and agencies amount 
to $340,000. Of that amount over $390,000 has 
come from stockholding branches, and is the 
result mainly of stock influences. Less than 
one-tenth of the income has come from ordinary 
agencies without stock, and, deducting the busi- 
ness of the New York city agency, prior to lo- 
cation of stock there, the total premiums re- 
ceived from other agencies is less than $39,900. 
In fact, our efforts to secure business without 
stock have proved a failure. 

Our capital is not large enough to command 
a selection of business over the whole country, 
on strength of capital alone, because there are 
many companies much larger, and, besides, a 
western company labors under great disad- 
vantages in competing with eastern companies 
for agency business, capital to capital. Ona 
large portion of the field the habits and preju- 
dices of the people are all in favor of eastern 
companies, and we require the stock influence 
to overcome them. 

Again, if we attempt to extend through ordi- 
nary business agencies the difficulties will in- 
crease by the formation of other companies on 
this plan, which will occupy the field with 
branches, and control the best of the business, 
as we are now doing business at our branches; 
and we shall have to compete with them, in 
addition to the eastern companies. There isa 
company in this city, the State, now weil under 
way, which proposes to put out $10,000,000 
capital. Others are forming in different parts 
of the country, and itis highly important for us 
to maintain the lead. Still further, the growth 
of business, on a solid basis, through ordinary 
agencies, is, at best, a slow process, and re- 
quires years for its development. 

As to the objection that the new stock will 
retard the growth of the old to par value, it is 
not sustained by any facts. The new stock will 
start with being more nearly paid up than the 
old now is, and the branches formed on the 
new stock will be just as productive and profit- 
able as the present branches, and we firmly 
believe that the combined strength of the old 
and new stock will tend to accelerate the 
growth of the stock to par value. It is a great 
mistake to suppose that through the force of 
our capital alone we can command any consid- 
erable portion of the business, except after 
years of labor, and at a heavy expense. The 
old companies combined have the field, and 
control the best agents. //ow, then, are we to 
draw the business from those old and strong com- 
panies, except by the creation of more branches ? 
Our nominal capital of $5.000,000 sounds much 
larger than it really is. It can only be rated at 
$1,000,000 of actual capital, in comparison with 
other companies, and on that basis it is rela- 
tively a much smaller company than many 
others. There are now twelve or fifteen large 
companies doing business by agencies, with 
cash assets ranging from $1,500,000 to $5,000,- 
000, and some English companies have from 
$8,000,000 to $17,000,000. If we add $2,500,000 
to our nominal capital, we shall have only 
$1,500,000 cash capital, and shall then be less 
than one-half the size of the Home and /£tna. 


J. V. FARWELL, President. 
J. R. Payson, Secretary. 








